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Dr Bob's Third Law 
and Economic Fakery 

When I studied economics at the University 
of Texas in Austin in the early 1960s, students 
would find in the department an old codger 
named Robert Montgomery, who retired the year 
after I took his course in Public Utility Economics. 
Accused of teaching communism, Doctor Bob was 

called before an inves¬ 
tigating committee of 
the Texas state legisla¬ 
ture in 1948. He was 
asked if he belonged to 
any radical organiza¬ 
tions. In reply he con¬ 
fessed, "Yes, Senator, I 
am a proud member of 
two: the Democratic 
Party that says people 
can rule themselves 
without kings and 
queens, and the 
Methodist church that 
tells people they don't 
need a priest to read 
the Bible". 

And, you don't need an economist to 
understand the basic workings of the economy, a 
truth I designate "Doctor Bob's Third Law", 
because it was certainly his view. My new book is 
an exegesis on the Third Law. I had the good 
fortune to never take a course from a true- 
believing neoclassical economist. In the early 
1960s when I did my undergraduate studies, a 
specific and somewhat eccentric version of 
institutionalism dominated economics at the 
University of Texas. The most prominent member 


of this group, and by 
far the greatest intel¬ 
lectual influence on 
my professional ca¬ 
reer was Clarence 
Ayres. Above all, he 
had one central 
message to the feck¬ 
less undergraduates 
who took his introduc¬ 
tory course, be skep¬ 
tical, and especially 
be skeptical of main¬ 
stream economics. 

From Texas I went to the University of Michigan 
(Ann Arbor) for graduate studies, which in those 
by-gone days I considered, not without cause, 
as a relocation from barbarism to civilization. It 
was also a journey into what represented the 
economics mainstream, Keynesian for macro¬ 
economics and neoclassical for microeconomics. 
Michigan's particular twist on this incompatible 
intellectual union was to treat macro as the serious 
part and micro as little more than a hoop through 
which the neophyte economist must jump. 
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2013-2014 STEERING COMMITTEE 
Elected members 


URPE 


A1 Campbell (12 - 15) University of Utah <al@economics.utah.edu> 

Scott Carter (12 - 15) University of Tulsa Economics Department <scott- 
carter@utulsa.edu> 

Paul Cooney (11-14) Universidade Federal do Para-Brazil 
<pcooney@ufpa.br> 

Ann Davis (12 - 15) Marist College, Poughkeepsie, NY 
<ann.davis@marist.edu> 

Armagan Gezici (11 - 14) Keene State College Economics Department 
<agezici@keene.edu> 

Julio Huato (11 - 14) St. Francis College Economics Department <julio- 
huato@gmail.com> 

Laurie Nisonoff (12-15) Hampshire College 
<lnisonoff@hampshire.edu> 

Erik Olsen (13- 16) University of Missouri Kansas City Economics De¬ 
partment <olsenek@umkc.edu> 

Paddy Quick (13 - 16) St. Francis College Economics Department <pad- 
dyquick8@gmail.com> 


The Union for Radical Political Economics (URPE) is a 

membership organization of academics and activists who share 
an interest in a radical analysis of political and economic 
topics. Since its founding in 1968, URPE’s members have used 
this analysis to advance various progressive political and social 
agendas. 

URPE publishes the Review of Radical Political 
Economics, runs a set of presentations at the academic 
professional meetings of the Allied Social Science Associations, 
as well as the Eastern Economic Association, sponsors a 
resource/speakers bureau called Economy Connection, and 
holds a biennial conference in Brooklyn on political and 
economic topics. Its members are active in a wide array of 
professional and activist projects. 


Lane Vanderslice (11 - 14) World Hunger Education Service, Washing¬ 
ton, DC <lvanderslice@verizon.net> 

Ramaa Vasudevan (13-16) Colorado State University Economics De¬ 
partment <Ramaa.Vasudevan@colostate.edu> 


The URPE Newsletter 


Matias Vemengo (13- 16) Bucknell University, Lewisburg, PA 
<mvO 12@bucknell.edu> 


Ex-Officio 


URPE National Office 

Frances Boyes, URPE National Office, Gordon Hall, University of 
Massachusetts, 418 N. Pleasant Street, Amherst, MA 01002-1735. 
Tel. 413-577-0806. Fax 413-577-0261 <urpe@labomet.org> 

Managing Editor of RRPE 

Hazel Dayton Gunn, Dept, of City and Regional Planning, 

106 W. Sibley Hall, Cornell University, Ithaca NY 14853; 

Email: <hgl8@comell.edu> 

Other URPE Positions 


ASSA Coordinators: Fred Moseley, Mount Holyoke College, 
<fmoseley@mtholyoke.edu> and Laurie Nisonoff, 

Hampshire College, <lnisonoff@hampshire.edu> 

Newsletter Editor: Frances Boyes <franceskboyes@gmail.com> 

Economy Connection Coordinator: Ruthie Indeck, 
201-792-7459; <soapbox@urpe.org> 

Printing: Alta Printing, Gainesville, Florida. 


The URPE Newsletter is published quarterly by the Union for 
Radical Political Economics. The Newsletter is a place for 
URPE members to publish shorter articles and speeches as well 
as make announcements of upcoming events that might be of 
interest to members. Articles and announcements can be sent 
to the Newsletter Editor in the body of an e-mail message, or as 
an attached file; send to franceskboyes@gmail.com. 

Permission to reprint material from the Newsletter is granted 
for non-commercial uses, provided that the Newsletter is 
credited as the source, and that two copies of the publication 
are sent to the URPE National Office. For permission to reprint 
for commercial purposes, contact the National Office. 

The URPE Newsletter is a good place to publish advertisements 
for new books! Rates are $300 per full page (7.5 inches wide 
by 9.3 inches high); $160 for a half page, and $85 for a quarter 
page. Exchange ads are also considered. Please write or call 
the National Office for more information on this. 


Deadlines for submission to Newsletter are January 7 for 
winter issue; April 7 for spring issue; June 20 for summer issue, 
and October 7 for fall issue. 
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continued from front page... 

I recall that when Milton Friedman came 
over to Ann Arbor from Chicago to give a 
lecture, both faculty and students considered 
him rather a fringe figure with a not insignificant 
edge of lunacy. Little did we dream that over the 
next twenty-five years that rather buffoonish 
figure at the lectern would with his Chicago 
colleagues seize the mainstream. Once that 
seizure was consolidated, the Keynesians would 
be expelled, rendering economics academe's 
most ideologically intolerant subject area. 

The neoclassical conquest and subsequent 
purging of economics of even the mildest of 
dissidents involved nothing less than an 
intellectual regression to the pre-Enlightenment. 
The loss of economics to the neoclassical is the 
equivalent of astrologers taking over astronomy 
departments, alchemists occupying the former 
chemistry laboratories, and creationists setting the 
syllabus for a genetics course. This explusion of 
rational thought from the profession might be 
viewed as shocking but minor crime were it not 
that the neoclassical in their triumph are viewed 
by politicians and the public as the source of 
wisdom on all matters economic. The rest of us 
are ignorant and incompetent (whether we be 
Keynesians, Institutionalists, Ricardians or 
Marxists). 

In fact, they are the incompetents, 
burdening a once respectable profession with a 
dead weight of absurd inconsistencies presented 
as theory. Like the astrologers and alchemists 
present a total barrier to interpreting the natural 
world, the neoclassical prevent a serious 
obstacle to understanding market societies. As a 
result of the neoclassical destruction of economics 
there is no policy or social outcome so reactionary 
or outrageously antisocial that some mainstream 
economist will not defend it. Among the more 
appalling of these reactionary absurdities is 
that income gaps due to gender and race 
discrimination is an illusion, unemployment is 
voluntary, and sweatshops are good. 

This indoctrination results from the 
neoclassical version of economics misrepresent¬ 
ing markets, systematically marketing falsehoods. 
It was not always so, and I dedicate my new 
book to progressive economists who do not 
systematically misrepresent society, Keynesians, 
Ricardians, Marxists, Institutionalists and 


Evolutionists. What we all have in common is 
that we are outside looking in. 

The neoclassical systematically present 
a false or fake version of economic relations. 
They are econfakers, practicing a pseudo¬ 
scientific fakeconomics, just as astrologers 
practice astrology and alchemists alchemy. 
The central unifying element in the neoclassical 
mainstream is the assumption that market 
economies are always and continuously at full 
employment. All their theoretical and policy 
conclusions derive from that fanciful base. It is 
the unrelenting and unapologetic presumption 
of full employment, contrary to economic reality, 
that qualifies the mainstreamers as "fakers". They 
propound and zealously defend a fake version of 
market society. 

Economics of the 1% 

As I wrote above, I never suffered a course 
from a true believer in economic fakery. None the 
less, it took me almost forty years to understand 
the full intellectual perfidy of the full employment 
assumption. Those of us that criticize the main¬ 
stream often complain that the econfakers 
arrogantly pretend to understand far more than 
they actually do. Our criticism is too modest: when 
it comes to the economy, the mainstream claims 
profound knowledge, understands almost nothing 
and obscures almost everything. 

This remarkable proclivity of a theory to 
get almost everything wrong results from the full 
employment assumption. Consider the most 
obvious example. The existence of involuntary 
idleness of labor and other resources implies that 
the "opportunity cost" of production and 
consumption is zero. If opportunity cost is zero, 
prices must be zero. Out of full employment the 
neoclassical have no theory of prices, absolute 
or relative. 

The really difficult thing to explain is why 
so many people in so many countries of the world 
revere economists as gurus. In part it may come 
from the econfaker practice of using in-group 
terminology whose meaning to the lay person 
remains obscurely impenetrable. This misplaced 
reverence reflects a stronger version of the 
hypothesis attributed to Abraham Lincoln, that 
most of the people can be fooled not some of the 
time, but most of the time. This is especially the 
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case if the media are in the hands of the 
nonsense-peddlers. 

In great part the undeserved credibility of 
economists results from the systematic fostering 
of ignorance in economics over the last thirty 
years. Understanding society's economy is not 
simple, but no more difficult that understanding the 
political system sufficiently to vote. People 
regularly go into voting booths and choose among 
candidates or reject them all. Most of the same 
people would profess a degree of ignorance of 
economics that leaves them unable to evaluate 
competing claims about the state of the economy. 

An astoundingly high proportion of the adult 
population regards the economy and economics 
as something understood only by experts. It is 
quite extraordinary that when asked why the fiscal 
deficit is a problem, for example, people frequently 
begin statements with, "since I am not an 
economist...", or "not being an economist..." If 
asked whether a national health system should be 
private or public, the same people would not say, 
"I am not a doctor, so I can't comment". Yet, the 
health system is at least as technically complex as 
economics. 

Somehow the current mainstream eco¬ 
nomics profession through a uncritical and 
credulous media has been successful in 
convincing people, regardless of level of 
education or political orientation, that economics 
is a subject so complex and esoteric that the 
non-expert is excluded from understanding it. 
If people do venture opinions on economic issues, 
it is frequently on the basis of breath-taking 
banalities and cliches. Common ones are the 
vacuous, "well, that's the result of supply and 
demand working"; the old cliche "too much money 
chasing too few goods" causes inflation; or, my 
favorite, "governments should not live beyond their 
means". 

These are the cliches of ignorance, 
repeated shamelessly by the media Even worse, 
they are repeated by the "experts" the media bring 
forth to foster our, and their, continued ignorance. 
Consider, for example, a typical justification of 
reducing the government budget deficit by cutting 
social services when unemployment is high: "the 
government has to consider the reaction of 
financial markets". The insight in that banality is 
equivalent to seeing the terrible photographs of 
people leaping to their deaths from the World 


Trade Center Tower on 11 September 2001, and 
commenting, "Well, that's the law of gravity for 
you". 

The intelligence and curiosity of humans 
implies that knowledge is easier to acquire 
than ignorance is to maintain. Fakeconomics 
overcomes this obstacle through a combination of 
professional fraud, intellectual intimidation and 
service to the interests of the rich and powerful. 
The professional fraud involves creating an 
imaginary full employment economy to explain 
instead of the one in which humans live. On the 
basis of that fraud mainstream economists 
generate reductionist parables analogous to 
Aesop's Fables, but with less insight and no 
humor. These parables, such as taxes are a 
burden on individuals, are defended as self- 
evident, or based on a theory too complex for the 
layperson to comprehend, contested only by fools 
and nut-cases. 

In my new book I show that the building 
blocks of the free market dogma peddled by 
mainstream economists are absurd. I begin with 
the biggest and most pervasive falsehood of 
all, market competition is a good thing. The 
incantation that competition is virtuous provides 
the basis for misrepresenting markets as 
inherently benign, and by extension that 
capitalism, made up of all those competitive 
markets, is itself inherently benign. Lurking in 
reserve is the accusation that failure to embrace 
the virtuous of the market makes the skeptic 
a de facto supporter of socialist central planning. 

Once people accept that benign markets 
can bestow on them riches and a royal title as 
Sovereign Consumer, the more serious lies that 
guide the policies of governments follow on 
closely. Public intervention in markets is bad. 
Free trade among countries brings cheap 
commodities and jobs. The source of economic 
ills is the Government, which oppresses you with 
its arbitrary rules, regulations and taxes. Having 
taken you this far, the next step, wildly improbable 
on its own, is an easy sell. Free and unregulated 
markets result in free and unregulated people. 
Happy are the people in the land where markets 
are free. 

The truth lies elsewhere. As was well- 
recognized across the political spectrum at the 
end of World War II, unregulated capitalist 

page 4 


www.urpe.org 



URPE Newsletter 


Winter 2014 


competition leads not to a free people, but down 
the dark road to fascism. Once the bright and 
flashy promises of free markets are exposed as 
lies, it becomes possible to construct a capitalism 
fit for human life. The design involves no 
re-invention, just commonsense, a commitment to 
a decent society, and adapting and up-dating what 
we used to know. Achieving it will involve a 
profound shift in political power. 

Economics for the 99% 



Participant in Occupy Wall Street, October 
2013 (author's photograph). 


Economics need not be the fakeconomics 
servant of the 1 %. The conversion of one percent 
economics to the economics of the majority begins 
with the most fundamental premise. Resources 
lie idle and economics has the task of explaining 
that idleness, then proposing public policies to end 
that waste of human skill and productive wealth. 

Recognition of reality, that employment 
characterizes market societies except in rare 
moments, transforms economic analysis as 
profoundly as the replacement of alchemy 
with chemistry, of geocentric astronomy with 
heliocentric. This does not involve a choice 
between completing theories. Alchemy does not 
compete with chemistry to explain the composition 
and properties of matter. We do not need to 
produce an alternative to the current mainstream, 
but to rid ourselves of the nonsense of the 
mainstream. 

Some might think this dogmatic and 
intolerant of alternative opinions, because 


in all fields differences of analysis emerge 
through intellectual inquiry. For example, some 
cosmologists continue to defend the Steady 
State theory of the universe against the 
mainstream Big Bang framework. However, no 
cosmologist argues that the earth stands at the 
center of the universe and the stars hold stationary 
positions in the firmament. Analogously, 
historians debate fiercely the nature of New World 
slavery, but none any longer attributes it to the 
natural inferiority of the non-Caucasian races. On 
the contrary, most would reject the concept of 
"race" as a legitimate analytical category. 

These examples indicate that over time 
both the physical and social sciences advance 
by discarding the demonstrably wrong, though 
we should not view this process as a purely 
intellectual one (as famously shown in Thomas 
Kuhn, The Structure of Scientific Revolutions 
1962). After eliminating the demonstrably wrong, 
debate dissects and challenges what remains in 
a never ending process. 

The current mainstream in economics can 
and does claim the astounding characteristic of 
holding to the same analytical framework for 150 
years. The principle elements of this framework 
are scarcity (full employment), unlimited wants 
(hedonism), and rational behavior of individuals 
(atomized society), all achieving unchallengeable 
status by the end of the nineteenth century. Many 
economists, conservative, progressive and 
radical, sought to modernize and transform this 
anachronistic framework and render it relevant for 
industrial societies. 

In my opinion none were more important 
rendering economics relevant to the 99% than 
Karl Marx and J. M. Keynes, who shared an 
explicit rejection of the assumption of full 
employment as relevant to capitalist societies. 
Abandoning the full employment assumption and 
with it mainstream fakeconomics does not limit 
debate. On the contrary, it opens debate to 
progress, progress now almost totally constrained 
by the full employment straight jacket. When I and 
others advocate that economics jetson the dead 
weight of fakeconomics, this is little different from 
chemistry leaving the alchemists behind, the 
astronomers abandoning horoscopes, and 
genetics rejecting creationism. 
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Marx and Keynes, each the greatest economist of his 
century,and both theorists of the reality of capitalism, 
idle resources. 


When the econfakers fade to the margins, 
like astrologers buried in the newspapers next to 
the crossword puzzle and Agony Aunt columns, 
economics for the majority becomes possible. 
The econfakers found themselves on the margin 
of the profession throughout the world in the 
1950s and 1960s. We can build on the scientific 
advances in economics during that brief period, 
plus the subsequent work of the outcasts and 
exiles, from narrowly technical "Keynesians" to 
radical Marxians. I place Keynesians in quotations 
because the term is invariably used by the 
econfakers and the media to refer to those who 
explain idle resources by the level of aggregate 
demand. This identification of all who address the 
problem of inadequate demand as "Keynesian" is 
the equivalent of identifying heliocentric astronomy 
as "Copernican". 

John Weeks is professor emeritus of the University of 
London. The ideas in this article are developed further in 
his new book, The Economics of the 1%: How Mainstream 
Economics Serves the Rich, Obscures Reality and Distorts 
Policy, Anthem Press, $13.99 



RRPE Editorial Board 
Elections 

Elections to the editorial board of the 
Review of Radical Political Economics will 
take place in July/August. Members serve 
three-year terms. In addition to reviewing 
about 14 manuscripts a year, members 
contribute time and effort conducting the 
business of the journal. If you are 
interested in working as part of the RRPE's 
editorial board, please contact the 
managing editor, Hazel Dayton Gunn 
(hg18@cornell.edu). 

Election statements of not more than 
175 words are due to the managing editor 
no later than: 

June 1, 2014 

they will be posted on the URPE/RRPE 
Website and sent out with the mail ballots. 
You must be a member of URPE to stand 
for election. Serving on the editorial board 
is an important way to contribute to URPE. 


Hazel Dayton Gunn, 
Managing Editor 
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Political Economy vs. 
Economics 

Panel Discussion URPE at Eastern 
Economic Association Meetings 


by Lane Vanderslice 

I have been an URPE member for many 
years, and have decided to make an effort to think 
about, together with others, Political Economy vs. 
Economics. Hence, this panel and its title. In spite 
of the fact that the reasoning behind the title may 
be obvious to who identify themselves as (radical) 
political economists, I would like to spend a 
minute or two elaborating the meaning behind the 
title, and explaining what I think needs to be done 
and what we are trying to do. 

1. Political economy vs. economics. 

There is a difference in approach between 
political economy and economics. There is a 
difficult and even antagonistic relationship 
between economics and political economy and 
between economists and political economists. To 
some extent it is antagonistic for various reasons 
including methodogy. Economics focuses on a 
narrow, but presumably sufficient for standard 
economists, range of explanatory variables while 
political economy takes other social relationships 
into account. Economics is often mathematical 
and often required to be mathematical as a condi¬ 
tion of entry into prestigious journals, and tenure. 
The antagonism/strong difference of opinion 
between political economists and economics 
has led to it being difficult for young political 
economists to get jobs, for political economists 
to have difficulty in publishing in mainstream 
and prestigious journals, and in general a 
marginalization of political economists, being 
substantially fewer in number than standard 
economists. 

2. The meaning of our name. 

Our organization is called the Union for 
Radical Political Economics. This recognizes an 
important fact: that we must organize and act as 


_ Winter 2014 

a group, not just act as individuals, in 
order to make progress. URPE, as an organiza¬ 
tion, established the Review of Radical Political 
Economy, which for 46 years has provided a key 
way for radical economists to provide their 
analyses to a broad audience. URPE, as an 
organization, has organized 23 sessions at this 
conference, providing an opportunity for radical 
economists to get together, present their papers, 
and hear and discuss the views of others. These 
are two important services that we, acting 
together, provide, and could not provide as 
individuals acting alone. I think this is important 
to emphasize. 

I think URPE and the radical economics 
movement could be in better shape. The 
membership of the AEA is approximately 18,000; 
of URPE, 500. Thus URPE’s membership is 
approximately 4 percent of the largest organiza¬ 
tion of economists. I don’t think that this is a 
number that bodes well for radical economics. At 
its height, URPE membership was a significantly 
greater percentage of AEA membership. The 23 
sessions here have approximately 100 presentors. 
Based on a check by Frances Boyes, URPE 
National Office Manager, approximately 50 per¬ 
cent of the panelists are not now members of 
URPE. 

3. A new task. 

What I am proposing now is that we 
consider and move forward together on a new 
task. That we use our website www.urpe.org to 
explain to students of economics, particularly 
undergraduate economics students, as well as 
others interested how political economy contrasts 
with, and is better than, standard economics. 
I would propose that we do this on the website, 
and focus on how, topic by topic and course by 
course, how political economy contributes to 
deepening our understanding of society and of 
economics. 

4. The current situation of the website. 

Three points: a. We have a good section 
on urpe.org providing course syllabi in key areas 
http://urpe.org/res/syl/syllabihome.html. 
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URPE members are teaching economics, including standard economics courses, from a political 
economy perspective. 

b. Secondly, the URPE website should attract more viewers, and would if we had materials that 
attracted them. I have spent the last 17 years managing the World Hunger Education Service, a small 
organization with a website www.worldhunger.org. which has been engaged in trying to help people 
understand why people are poor and hungry, and what I have to say is based in part on my experience 
there. URPE’s website does not get many visitors compared to its potential. 

Do a Google search on “political economy.” We should be on the first page of the search, and ideally 
number one. But we are not even on the 10th page of the search. 


Organization 

Alexa ranking (world 
popularity of website) 

Unique visitors in 2013 

Urpe.org 

8,883,221 

32,100 

Worldhunger.org 

664,772 

1,100, 000 

Epi.org 

169,775 


Dollarsandsense.org 

671,436 


cepr.net 

159,027 


Cbpp.org 

164,352 


Aeaweb.org 

105,880 


Afee.net 

9,022,365 


worldeconomicsassociation.org 

2,036,139 


Econometricsociety.org 

1,186,594 



c. Useful fact sheets are very popular. Worldhunger.org has six factsheets: world hunger and 
poverty, hunger and poverty in the United States, Africa hunger and poverty facts, world child hunger, 
hunger and nutrition, and harmful economic systems as a cause of hunger and poverty. These six fact 
sheets make up half of the total pages viewed each year on worldhunger.org (over 1.3 million page 
views). These can be accessed at http://worldhunger.org/learn.htm 

5. Conclusion 

a. Is there a need? I believe there is. We have to reach people that we do not teach. The web— 
our website--is a very good place to do so. 

b. Can’t we just let URPE do it? We can’t leave this to URPE as an organization somehow apart 
from ourselves. URPE is, financially, a small organization. We basically have a half-time editor for RRPE 
and a half-time National Office Manager. The RRPE editorial board and the URPE Steering 
Committee are volunteers, as are others. I think this new initiative depends on us as members. 

I posed approximately this set of issues last year in announcing this panel. Our panelists have 
responded to the call for consideration of political economy vs. economics. I look forward to what the 
panel has to say, and to the discussion among all of us. 


Editor’s note: The panel that this article is referring to is the panel that is scheduled for the 
2014 Eastern Economic Association annual meetings in Boston on Friday, March, 7 2014. 
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The Housing Crisis and the Working Poor 

by Thomas Hansen 


Introduction 

In 1949, Congress passed the federal 
Housing Act with a goal of “a decent home and a 
suitable living environment for every American 
family.” In 1998, in the heat of neoliberal adjust¬ 
ments, Congress beat a hasty retreat with the 
Quality Housing and Work Responsibility Act: “The 
federal government cannot through its direct 
action alone provide for the housing of every 
American citizen, or even a majority of its citizens, 
but it is the responsibility of the Government to 
promote and protect the independent and 
collective actions of private citizens to develop 
housing and strengthen their own neighborhoods.” 

Today, one-third of all Americans live in 
physically deficient housing, spend 30% or more 
of their income on housing, or are homeless. If the 
goal is “decent and affordable housing for every 
citizen,” whether via the government or the private 
sector, then the results for the working poorest 
must be judged a failure. Families who pay more 
than 30 percent are considered cost burdened and 
may have difficulty affording necessities such as 
food, clothing, transportation and medical care. 
These are the working poor. These are the people 
who are writing this paper. We are them. 

Clearly, housing policy is not working for us. 
We need to look at alternatives, and quickly, 
before the situation gets even worse. And every 
current economic trend indicates the situation will, 
in fact, get worse. According to the Internal 
Revenue Service, the country is in the midst of an 
historically unprecedented period in which the rich 
are getting richer at the expense of the poor: “the 
top 1 percent of U.S. earners collected 19.3 
percent of household income in 2012, their largest 
share in Internal Revenue Service figures going 
back a century. U.S. income inequality has 
been growing for almost three decades.” During 


President Obama’s first term, 95% of income 
gains went to the top 1%, while between 2009 
and 2011, the incomes of the bottom 93% 
declined by 4 percent. This leaves us, the work¬ 
ing poor, with fewer opportunities and declining 
access to decent and affordable housing. It is in 
the spirit of looking for real solutions that we offer 
the following analysis, along with our vision of 
what housing for the working poor could look like. 

The full paper is available at: 
http://mexicosolidarity.org/centroaut%C3 
%B3nomo/housingorganizing/reporthous- 
ingcrisisandworkingpoor/en. 

Here we offer an edited version for the URPE 
newsletter. 

Foreclosure economics 

Let’s look at the economics of a typical 
foreclosure case. This single mother with two 
children purchased a duplex in 2003 for $298,000 
with an 8% interest mortgage. It is currently 
valued at $180,000. Since purchasing the 
building, she divorced and relies on her income 
from two jobs to maintain the home and her 
family. Her housing finances are as follows: 

Mortgage and Interest: $2,187 per month 
Real estate taxes: $433 per month. 

Property insurance: $60 per month. 
Maintenance: In recent years she hasn’t set aside 
any money for maintenance. 

Total monthly payments: $2,680 per month, or 
$32,161 per year. 

Rental income from second unit: $900 per 
month. 

Total family income: $38,000 per year. 
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Percent of family income spent on housing: 

56%, assuming the second unit is rented, or 84% 
if the second unit is not rented. 

This case is typical of the 70 families 
currently involved in the Casas del Pueblo 
Community Land Trust in terms of three variables: 
the percentage of family income spent on 
housing, the inability to refinance, and an under¬ 
water mortgage. Many went into foreclosure as a 
result of family changes — health problems, job 
losses, divorce, etc. — in conjunction with an 
economic crisis that reduced employment 
opportunities and left homes underwater. Most 
paid higher than average interest rates on their 
initial home purchases, a counter-intuitive “penalty 
for being poor” that can only make sense under 
the distorted logic of capitalism. 

The bank, of course, wants its money, 
hence the millions of foreclosures since 2007. 
Foreclosures in Illinois peaked in 2012, with one of 
every 298 homes receiving a notice in August. 
The numbers are down somewhat in 2013, to one 
of every 571 homes in the Chicago area, but these 
are still alarming numbers. In most cases, 
foreclosure is the go-to option for financial 
institutions, yet the results may surprise you. 

Cost of foreclosure for financial 
institutions 

The most extensive study on the cost of 
foreclosure to financial institutions was conducted 
by the Federal Reserve Bank of Philadelphia. The 
authors make time-dependent calculations 
estimating the “carry cost” to financial institutions 
during the foreclosure/eviction/liquidation process. 
In Illinois the carry cost amounts to 29% of the 
unpaid mortgage balance, with an average 
foreclosure/eviction/REO liquidation process of 
3.7 years. 

Financial institutions bear additional costs 
not considered in the Federal Reserve 
calculations, including legal expenses, the salaries 
of bank employees and subcontractors, and cash 
reserve requirements that must be maintained 
during the foreclosure process. JP Morgan Chase, 
the largest US bank and a big player in the 


mortgage sector, reported a small third quarter 
loss in 2013, due mainly to over $9 billion in legal 
costs, including money put in reserve for legal and 
regulatory costs associated with their mortgage 
business. We have no way of calculating the 
amount dedicated to individual foreclosure cases, 
but apparently the bank’s legal bills are 
substantial. 

Managing foreclosed properties requires 
personnel who are familiar with federal 
regulations, including accounting practices, 
compliance with HUD property and preservation 
guidelines, appraisal requirements, foreclosure 
registration requirements, management of tax and 
insurance payments, and any third-party contracts 
related to preservation expenses and marketing 
costs. 

We can apply the carrying cost estimates 
from the study plus the quantifiable costs outlined 
above to develop a predictive function that can 
calculate the bank’s net income/loss from 
foreclosure: 

F(X) = (Pd - ,05Pd) - [(M x T/3.7 x .29) + 
(6,500q) + B] 

• F(X) is the net income/loss realized from 
foreclosure/eviction/REO liquidation 

• P is the current market Price of the home 

• d is a number between 0 and 1 
representing the fraction of full market price 
obtainable for an REO sale 

• .05Pd is the realtor’s fee 

• M is the outstanding Mortgage balance 

• T is the Time in years between the final 
mortgage payment and REO liquidation 

• q is a multiplier that takes into 
consideration the level of complication 

in the legal process to foreclose, evict and 
liquidate, for example, q=1 for a simple 
case, or q=6 for a particularly challenging 
case. Legal experts in Chicago estimate q 
could vary between 1 and 6, but would be 
unlikely to exceed 6. 
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• B is an estimate of Bank costs for salaries, 

office supplies, sub-contractors, etc. 

We apply the function to universe of 208 
foreclosures in Albany Park from the fourth 
quarter of 2005 to the first quarter of 2012. The 
sale price (Pd) is a known quantity, which we will 
refer to as P’. M (outstanding Mortgage balance) is 
not known, but we substitute the known quantity 
M’ (foreclosure complaint judgment), which 
includes legal expenses incurred during the 
foreclosure (included in our original function as 
6,500q). T (time in years between the final 
mortgage payment and REO liquidation) is 
calculated from known data. We have no way of 
knowing the quantity of B (internal bank costs for 
each foreclosure case). We are certain this 
number is not zero, but we will leave it to bank 
personnel to insert an appropriate estimate. This 
leaves us with the following function: 

F(X) = (P’ - .05P’) - (M’ x T/3.7 x .29) 

Applying this function to the 208 buildings 
in our sample reveals a net loss to the banks in 30 
cases when they choose foreclosure and an 
additional 36 properties in which the net profit was 
less than $25,000. We assume no additional legal 
costs for eviction and no internal bank costs, 
hence the properties that show a profit of less than 
$25,000 could easily be a loss once these 
numbers are factored in. Thus, at least a third (66 
of 208 properties, or 32%) of foreclosures in this 
low income neighborhood may be costing banks 
more money than they receive from REO sales. 

On average, banks sold their REO 
properties at a 55% discount from the original 
mortgage, well below the average decline in real 
estate prices in Chicago of about 30% between 
2006 and 2011. The difference is even starker 
when one considers that 76 of the 208 properties 
were purchased in 2007 or later, presumably with 
prices reflecting a declining market. In the five 
cases where the REO sale price was higher or 
equal to the original mortgage, there is visual and 
marketing evidence that either the owners or the 
bank invested substantial resources to improve 
the properties, making them anomalies among the 


universe of properties. Only five additional 
properties were sold above 80% of the original 
mortgage. This is a strong indication that banks 
are willing to unload REO properties at almost any 
price, and a tacit recognition that property 
ownership, including the lengthy foreclosure 
process, is not in their interest. 

A study in Cuyahoga County, Ohio 
conducted in 2012 by the Federal Reserve Bank 
of Cleveland supports the findings in our study. 
Researchers looked at “property transaction data 
from ... January 2006 to June 2011, comparing 
the auction price paid by the lender and the 
subsequent sale price of the home... Among 
homes sold after one year in REO, the losses are 
very high. At least a quarter of the long-held 
properties are complete losses.” The study does 
not take into consideration the cost of foreclosure, 
only the difference between the foreclosure 
judgment and the REO sales price, which means 
the actual profit/loss to the banks is substantially 
lower. The study by the Federal Reserve Bank of 
Philadelphia (cited earlier) estimates “carry costs” 
in Ohio at 23% of the outstanding mortgage. We 
have no knowledge of the foreclosure/REO 
liquidation timeline for each case in the Federal 
Reserve Bank of Cleveland study, which means 
we can’t calculate the time-dependent costs for 
each property. With this shortcoming, we can 
apply the average 23% “carry cost,” revealing 
about half of the properties in the study are 
complete losses. 

Conclusions 

It is not news that banks lose money in 
foreclosures, but the ways in which they are losing 
more money than necessary may be surprising. 
The function we developed allows home owners 
and banks to calculate these losses, and then 
make informed decisions concerning future 
actions. 

The authors of the Federal Reserve Bank 
of Philadelphia study conclude “fast liquidation 
timelines for low balance loans reflect a tendency 
of servicers to write off small-balance loans quickly 
due to large fixed costs relative to loan size in 
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foreclosing and liquidating properties.” This 
indicates banks fully recognize the argument we 
are making: it is often counter-productive for banks 
to chase overdue mortgages on low income 
homes. Foreclosure very likely sentences low 
income families to many years of poverty, with 
long term effects on children and communities. 
Given the housing and poverty crises we face in 
the United States, is foreclosure of low income 
properties worth the ultimate social costs, 
especially when the financial returns to banks are 
negative or minimal? 

There are options, including property 
donations to community groups. In the next 
section, we outline a community-based response 
to the housing crisis faced by the working poor. 

Casas del Pueblo Community 
Land Trust 

The Casas del Pueblo Community Land 
Trust takes its inspiration from the hundreds of 
Latino families in Albany Park, and the thousands 
of families throughout Chicago, who face 
foreclosure/eviction from homes or rental units, 
and who understand the strength of community. 
We know the results when hard working families 
are uprooted. We’ve seen the impacts on our 
children, our seniors, our single parent households 
and our families. Now we’re proactively trying to 
make our neighborhood stable and our homes 
affordable through Casas del Pueblo. 

The Casas del Pueblo CLT includes 70 
families, most facing foreclosure. We want 
financial institutions to donate our homes to Casas 
del Pueblo, along with other appropriate homes or 
apartment buildings, to provide permanently 
affordable housing for low income residents. As a 
registered non-profit, Casas del Pueblo maintains 
ownership in perpetuity and guarantees 
occupancy by low income residents. 

Our collective ownership model avoids 
what financial institutions refer to as “moral 
hazard.” The current owners give up ownership 
and any accumulated assets related to the 
building. Yet, as working poor families who would 
otherwise be sentenced to a life of poverty, they 


maintain a decent and affordable place to live. 

Residents must maintain membership in 
good standing with Casas del Pueblo, which 
includes participation in building management and 
procurement of future buildings, with responsibili¬ 
ties appropriate to age, physical abilities, and work 
and family obligations. Instead of trying (and 
failing) to pay a high mortgage, residents pay a 
monthly fee that covers real estate taxes, 
insurance and maintenance, and includes a 
creative savings plan. We’ll use the example cited 
earlier in this paper to explain. 

The homeowner currently owes monthly 
payments of $2,680, including $2,187 principal 
and interest, $433 real estate taxes and $60 
insurance. With these high payments consuming 
more than half of her income, she hasn’t spent 
anything on maintenance in the past six years. 
Once the house is donated to Casas del Pueblo, 
the monthly payments would include: 

$433 per month for real estate taxes 

$60 per month for insurance 

$300 per month (2% of the market value of 

the building) for maintenance/savings 

The new monthly payments would total 
$793. Since the building is a duplex, it will house 
two low income families, with the costs divided 
proportionately by square footage. In this case the 
monthly payments would be about $460 for the 
lower unit and $333 for the upper unit. 

The maintenance/savings charge is 
calculated annually at 2% of the value of the 
property, which is four times the .05% building 
owners typically calculate for maintenance on 
rental units. Upon donation of a building, Casas 
del Pueblo documents any necessary 
maintenance or repairs, which are gradually 
addressed as the fund accumulates resources. If 
immediate repairs are necessary, the fund may 
take temporary no-interest loans from other 
maintenance/savings funds. If the tenant decides 
to move, Casas del Pueblo conducts an 
inspection, deducts the cost of any outstanding 
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maintenance or repairs that require immediate 
attention, then returns 80% of the account to the 
tenant. The other 20% covers long term 
maintenance requirements and building costs 
when the unit is vacant. 

Because the fund is in part a savings 
account, families are encouraged to maintain their 
building. The more they self-maintain, the larger 
the savings account. If the family encounters an 
unexpected emergency, funds can be drawn on to 
pay the rent for a couple months. This option is 
available subject to approval by a committee of 
residents and Casas del Pueblo staff. No one 
understands a family’s needs like their neighbors. 
If the family eventually moves, they would have a 
nest egg for medical emergencies, moving 
expenses, college expenses for children, retire¬ 
ment, etc. 

In a sense, the savings/maintenance 
account substitutes for real estate speculation, 
often one of the driving forces behind home 
purchases. Families purchase a home in part as 
an investment. The problem for the working poor 
is that this strategy hardly ever works. The 
numbers become clear when we look at a typical 
mortgage, say $250,000 for 30 years at 5% 
interest. Let’s say the family sells the property after 
20 years. Principal and interest payments total 
$322,092 and the outstanding balance is 
$126,532. Let’s estimate an average property 
appreciation of 3.7% per year. After 20 years, the 
property sells for $517,029, minus the 5% real 
estate commission, which leaves $491,178. 
Subtracting 20 years of principal and interest 
payments, the outstanding principal, and an 
estimated $10,000 in bank closing fees for the 
original purchase and final sale, we are left with a 
net profit of $32,554. 

For simplicity sake, the above calculations 
assume no money spent for maintenance or 
improvements, so we will make the same 
assumption when calculating the net profit from 
our savings account strategy. Monthly payments 
of 2% of the market value of the property over 20 
years equal $153,400. Subtracting 20% leaves 
$122,720 for the family. This is stable, guaranteed 


money, whereas the net profit from a real estate 
sale depends on the vagaries of the market. 

The CLT has an elected Board of Directors 
that works closely with a professional team from 
the 501(c)(3) parent organization to handle 
management issues. Policies are set by the 
ultimate decision-making body, the CLT general 
assembly, which meets monthly. The organiza¬ 
tional bylaws prohibit sale of the buildings. All 
buildings are reserved in perpetuity for use by low 
income families. 

Casas del Pueblo is not a financially 
wealthy organization, but we make up for it with 
strength in other areas, including a commitment to 
community and unparalleled human capital. Our 
professional management team includes decades 
of experience in community organizing, general 
contracting and building management. The 
management team has the added advantage that 
it does not depend on income from Casas del 
Pueblo. 

Challenges 

REO acquisitions are difficult for 
community groups. Lenders can be hard to 
access, and they may not be anxious to donate 
properties, even when it would mitigate their 
losses. Despite accepting billions in bailouts from 
federal authorities, banks seem convinced of the 
“moral hazard” argument - though only when 
applied to the working poor. And when mortgages 
are securitized, it may not even be clear who can 
make decisions about donation. 

We also face a Catch-22: financial 
institutions cannot donate properties without clear 
title, and they can’t obtain title without foreclosure, 
so most of their expenses have already been 
logged by the time donation is possible. Using our 
calculation method outlined above (or something 
more sophisticated developed by the financial 
institutions), unprofitable foreclosures can be 
predicted. Then banks, in coordination with 
non-profits like Casas del Pueblo, can approach 
homeowners with an option in the form of property 
donation. This kind of community-bank partnership 
offers a potential win-win situation. 
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The donation option will require new 
thinking by Freddie Mac and Fannie Mae, a 
possibility now that the FHFA is under new 
direction. These two enterprises control more than 
half the mortgages in the US, either as part of their 
own portfolios or indirectly through insurance 
programs, and hence exert on outsized influence 
on acceptable loss mitigation strategies. 
Precedents exist for the kinds of changes Freddie 
and Fannie could make. In 2012, Freddie 
facilitated alternatives to foreclosure by 
negotiating agreements with private mortgage 
insurance companies “to review and approve 
alternatives to foreclosure for mortgages covered 
by mortgage insurance policies without obtaining 
pre-approval from the applicable Mis [Mortgage 
Insurers].” So far the agreement applies only to 
short sales and deeds-in-lieu of foreclosure, but 
there is no reason Freddie could not extend the 
agreements. 

To a limited extent, both Fannie Mae and 
HUD already recognize donation as effective loss 
mitigation. Fannie has a standing agreement with 
the Cuyahoga Land Bank to sell, without 
competition from private investors, all properties 
valued at less than $25,000 for $1 each. HUD has 
a similar agreement. This is a simplistic approach 
to loss mitigation that often ends up dumping 
uninhabitable properties on community groups. 
Given their extensive experience and immense 
databases, there is no reason these institutions 
could not conduct pre-foreclosure cost/benefit 
analysis and adopt a more sophisticated and 
socially conscious approach to loss mitigation. 

There are no legal barriers to housing 
donations by financial institutions. The 2012 
settlement for $25 billion between Attorney’s 
General and five of the largest mortgage lenders 
in fact encourages this kind of activity, setting 
aside up to $2 billion in credits for home donations. 
Unfortunately, this segment of the AG settlement 
has been widely abused by banks who take 
credits for activities that were routine before the 
settlement and often donate properties that are 
only suitable for demolition. An honest effort to 
implement the settlement by donating livable 
properties in low income neighborhoods could be 


an important step toward resolving the lingering 
housing crisis for the working poor, while also 
mitigating losses for the banks. 

Casas del Pueblo extends an invitation to 
Fannie Mae, Freddie Mac, HUD, Wells Fargo, 
Chase, CitiBank, Bank of America and other 
institutions to discuss the property donation option. 
We’re asking for a partnership that will benefit the 
working poor in our community and help keep our 
community stable, while also aiding the bottom 
line of financial institutions. The current financial 
crisis is severe, the housing crisis for the working 
poor is endemic, and both cry out for creative 
solutions. Give the donation option a chance. 

To set up a meeting with Casas del Pueblo, please 
call 773 583 7728 or email msn@mexicosolidarity 


URPE Newsletter: 
Content Wanted 

The URPE newsletter is accepting 
submissions on an ongoing basis 
to be published in its quarterly 
print newsletter. Short articles, 
abstracts, reviews, etc. related to 
radical political economics or 
progressive organizing/ activism 
will all be considered for print. 

Please send all submissions 
electronically to Frances Boyes at 
franceskboyes@gmail.com. 

All submissions are subject to 
approval before printing. 
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Call for Papers 
URPE at the ASSA, 2015 

Union for Radical Political Economics sponsored 
sessions at the Allied Social Science Associations 
Annual Conference, Boston, January 3-5, 2015. 

URPE invites proposals for individual papers and 
complete sessions for the URPE at ASSA annual 
meeting. URPE welcomes proposals on radical 
political economic theory and applied analysis 
from a wide variety of theoretical traditions. 

The deadline for proposed papers and sessions is 
May 1, 2014. At that time individual and panel 
proposals will be checked to be sure everyone is 
current with their URPE dues or the proposals will 
be set aside. 

Proposals for complete sessions are encouraged 
and should include the session title, a brief 
description of each paper, and the names, institu¬ 
tional affiliations, and email addresses of the chair, 
discussants, and presenters. Proposals for 
sessions should contain four papers. If you are 
proposing a complete session, please arrange to 
have discussants for your papers and a chair for 
your session. As the organizer of this session, you 
are responsible for conveying administrative 
information to session members, including 
confirmation that the session has been accepted, 
the time and location, and deadlines. A registra¬ 
tion form must be completed for each paper. 

Proposals for individual papers should include the 
title, the abstract, and the author's name, institu¬ 
tional affiliation, and email. You should also com¬ 
plete the registration form. Individuals whose 
papers are accepted may also be expected to 
serve as a discussant for a different paper at the 
meetings. If you list the areas you prefer to 
discuss, all attempts will be made to match your 
preferences. Individual papers that are accepted 
will be assigned to sessions and each session will 
have an assigned organizer. It is the organizer's 
job to convey administrative information to session 
members, including confirmation that the session 
has been accepted, the time and location, and 
deadlines. URPE has no paid ASSA staff, so those 


presenting papers must share the burden of 
organizing. 

We regret that high quality individual papers may 
be turned down due to the inability to place them 
in a session with papers with similar themes. For 
this reason, we strongly encourage proposals for 
full sessions. The number of sessions we can 
accept is limited by ASSA, and we regret that high 
quality sessions may be turned down as well. 

Please note that the date, time, and location of 
sessions is assigned by ASSA, not URPE. You 
should receive word from URPE that your 
paper/session was accepted by mid-June. ASSA 
will not assign dates and times until much later in 
the summer. 

Please note that anyone who presents a paper 
(but not the chairs or discussants) must be a 
member of URPE (except at joint sessions with 
other groups, in which case they can be a member 
of the other organization) at the time of submis¬ 
sion of the paper or panel proposal. Contact 
urpe@labornet.org or 413-577-0806 for member¬ 
ship information. We will confirm membership prior 
to accepting proposals. 

Applications should be submitted online beginning 
April 1 at this link: URPE@ASSA Submissions. If 
you have questions or problems with the online 
submission, please contact Fred Moseley. Only 
applications received by the May 1 deadline will 
be considered. 

If you have any questions, please contact one of 
the URPE at ASSA coordinators: 

Fred Moseley, Mount Holyoke College 

fmoseley@mtholyoke.edu 

Laurie Nisonoff, Hampshire College 

lnisonoff@hampshire.edu 
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Same struggle, same fight! 

But very different coverage 
by The New York Times 

By Paddy Quick 


The January 7, 2014 issue of The New York Times 
contained a very interesting report on the struggle of 1,200 
French workers against layoffs by the Goodyear multinational 
corporation. The article, on the front page of the Business 
Section of the paper, carried a picture of burning tires in front of 
the factory and an interesting account of the union’s use of the 
tactic of “boss-napping” corporate executives (holding them for 
several hours) until demands for appropriate severance 
payments were made. As radicals, we are glad, of course, not 
only that workers are putting up a militant resistance to capital, 
but that we are able to learn about this from one of the most 
“important” US newspapers. 

The same day’s issue of the New York Times included the 
following report which is copied here in its entirety: 


Cambodia: Garment Workers End Strike 

Tens of thousands of garment workers have returned to work, 
ending a two-week pay dispute after the authorities used deadly 
force to quell a strike and thwart a protest seeking a redo of a 
July election. A union and the garment factory association 
estimated that 65 percent to 70 percent of workers had returned 
to factories by Tuesday About 350,000 had gone on strike, join¬ 
ing an opposition party in protesting the election, which they 
contend was stolen by the party of Prime Minister Hun Sen. Over 
the weekend, the government broke up the protest and banned 
all public gatherings. 


A later issue of the Times (January 23, 2014) reports that 
the French workers’ union got an increase of three times the 
company’s initial approval, to $ 163,00 to $176,000 for each of 
the company’s 1,173 workers. There was no update on the 
results of the one-third of a million Cambodian workers. 


I read The New York Times and know that it provides a 
capitalist perspective on the world, but hope that others beside 
myself will be shocked to recognize how extreme is its bias. 
While the struggle of 1,200 French workers and their main 
demands gets front page coverage on the business section, The 
New York Times does not provide even basic information on the 
“pay dispute” of 350,000 Cambodian workers. 














